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The  United  States  met  virtually  all  of  its  cil  needs  from 
domestic  sources  until  the  early  1970s.  This  self-sufficiency 
gradually  eroded  as  our  internal  production  failed  to  keep  pace 
with  rising  levels  of  energy  consumption.  As  a  result,  our  new 
energy  needs  have  been  satisfied  primarily  by  petroleum  imports. 
The  1973  Arab  oil  embargo  and  supply  curtailments  associated  with 
the  Iranian  Revolution  in  1979  were  painful  experiences  for  the 
nation.  By  1980,  the  United  States  was  importing  8.5  million 
barrels  of  oil  per  day  at  a  cost  many  times  higher  than  the 
going  rate  in  earlier  years.  Dependence  on  Middle  East  oil  had 
become  a  frightening  reality.  During  the  same  period,  trade 
deficits,  inflation,  interest  rates,  and  balance  of  payment 
problems  were  increasing  at  an  alarming  rate.  Since  that  point  in 
time,  the  United  States  has  made  progress  in  building  a  strong 
foundation  for  energy  security.  Despite  these  gains  the  United 
States  is  rapidly  approaching  another  critical  juncture  in  its 
battle  to  reduce  dependency  on  imported  oil.  As  in  the  1970s, 
declining  internal  production  and  growing  energy  needs  will 
significantly  increase  the  need  for  Middle  East  petroleum  in  the 
1990s.  Given  this  forecast,  the  attached  paper  will  attempt  to 
identify  our  current  economic  interests  in  the  Middle  East.  It 
also  suggests  national  economic  strategies  that  could  be  employed 
to  improve  America’s  energy  prospects  for  the  future.  Though 
certainly  related  to  the  problem  at  hand,  political  and  defense 
issues  do  not  receive  major  attention  in  this  study.  The  non  oil 
producing  states  of  the  region  are  given  similar  treatment. 
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OIL  AND  POWER : 

AN  ANALYSIS  OP  UNITED  STATES 
ECONOMIC  INTERESTS  AND  STRATEGIES 
IN  THE  MIDDLE  EAST 

CHAPTER  I 

INTRODUCTION 

At  tha  prasant  tint*,  thara  ia  an  abundance  of  oil  on  tha 
fiorld  narkat.  Tha  prica  of  patrolaum  produota  haa  daclinad  in 
raoant  yaara  and  thara  hava  baan  no  aarioua  aupply  intarruptiona 
for  almost  £  dacada.  Energy  conaarvation  mathoda  and  utilisation 
of  alternative  energy  aourcaa  hava  halpad  to  raduoa  our  oil 
imports  to  approximately  15  percent  of  our  total  naada.  Moat 
Americana  ara  complacent  about  energy  aaourity.  Thay  seem  to  hava 
forgotten  that  our  major  trading  p&rtnara,  Waatarn  Europa  and 
Japan,  must  atill  import  tha  vast  majority  of  thair  patrolaum 
naada.  It  ia  important  to  nota  that  tha  inter-relationships  of 
tha  Uni tad  Stataa  aoonomy  with  thoaa  of  Europa  and  Japan  ara  auch 
that  thair  problama  aoon  bacoma  our  problama. 

It  ia  doubtful  that  Amaricana  will  ba  abla  to  ramain 
complacant  about  our  anargy  naada  for  any  axtandad  pariod  of 
tima.  Our  nation  muat  ba  mada  awara  that  all  aarioua  aconomic 
foracaatara  agraa  that,  by  tha  1900a,  tha  fraa  industrial  nations 
of  tha  world  will  grow  mora  dapandant  on  incraasingly  axpansiva 
patrolaum  auppliad  by  tha  Middla  East.  Tha  problam  at  hand  gcaa 
far  bayond  aimpla  dapandanca  on  a  acarca  commodity.  Trada 


deficit*,  international  market  aharea,  inveatment  strategies,  and 
tha  overall  economic  atability  of  the  United  Stataa  could  be 
advaraaly  affected  by  axpanaiva  oil  iaporta  or  aupply 
intarruptiona .  Aa  indicated  above,  our  nation  haa  made 
significant  progress  toward  a  atronger  foundation  for  energy 
aecurity.  Deapite  theae  gaina,  it  ia  obvioua  that  the  United 
Stataa  ia  rapidly  approaching  another  critical  juncture  in  the 
atate  of  ita  energy  aecurity.1 

Given  the  threatening  forecaat  provided  above,  thia  paper 
will  specifically  identify  Amerioa'a  vital  aoonomio  intereata  in 
the  Middle  Eaat.  It  alao  providea  auggeationa  aa  to  what  national 
economic  atrategiea  could  beat  be  employed  to  reduce  the  threata 
poaed  by  increaaed  dependency  on  Arab  oil.  It  la  impoaaible  to 
diacuaa  economic  intereata  and  atrategiea  without  touching  on 
defence  and  political  iaauea.  Theae  related  conaiderationa , 
though  vital  in  nature,  will  not  receive  major  attention  in  thia 
atudy  Middle  Eaatern  atatea  with  either  limited  or  no 
oil-producing  capacity  will  be  treated  in  the  a a me  manner. 

BACKQBOUMD 

The  Unitod  Statea  aatiafied  the  majority  of  ita  oil  and 
energy  needa  from  internal  aourcea  until  the  1970a.  Thia 
aelf-auf f iciency  gradually  declined  aa  our  domeatia  production 
output  fell  behind  our  riaing  demand a  for  energy.  Aa  a  reault, 
our  new  energy  needa  have  been  aatiafied  prisuurily  by  petroleum 
inporta  from  other  nationa.*  'The  1973  Arab  oil  embargo  and 


2 


curtailment*  ass ociated  with  th«  Iranian  Revolution  in  1070  were 
both  painful  lessons.  A*  shown  in  Figure  1,  both  event* 
precipitated  major  oil  price  increase*.  President  Carter  did  not 


FIGURE  1 


ON  PricM  Rtfloct  International  Events 


Source:  U  S.  Energy  Information  Administration 


exaggerate  when  he  called  the  situation  Ha  clear  and  present 
danger  to  our  national  security.'*  Economic  dependence  on  Middle 
East  oil  had  become  a  frightening  reality  for  the  United  States 


and  other  free  industrialised  nations. 


At  the  itM  tlM,  trade  deficit*,  inflation,  intereat  ratea 
and  balanoa  of  payment  problema  mere  growing  in  America  at  an 
alaPBing  rato.  Tho  high  prioo  of  oil  contributed  to  thoaa 
probloBC.  During  tho  aamo  tioo  period,  Arab  atatea  choae  to 
reinveat  a  large  portion  of  theip  expanding  petrodollar  reaervea 
in  the  United  Statea.  Aa  a  reault,  there  were  feara  that  the 
future  of  American  bualneaa  and  induatrial  actlvitiea  would  be 
aignificantly  influenced  by  Arab  intereata, 

Deapite  the  decreaae  in  oil  coata  reaulting  from  the  current 
oil  glut,  thia  aituation  haa  not  improved  with  time.  Aa  diaouaaed 
in  1087  by  Conant ,  'the  Middle  Eaat  now  auppliea  about  one-half 
of  all  oil  in  the  international  market.  It  alao  poaaeaaea  over  79 
percent  of  the  world 'a  apare  production  capacity  and  80  percent 
of  the  world 'a  oil  reaervea.  For  all  practical  purpoaea,  there  ia 
now  no  apare  production  capacity  outaide  of  the  Middle  Eaat  and 
orsc.  The  ahare  of  internationally  traded  oil  originating  in  Arab 


and  Gulf  atatea 

ia 

growing 

and 

could  provide  aa 

much  aa 

three- four tha  of 

all 

traded 

oil 

by  the  mid- 1000a. 

*  *  Trade 

deficita,  growing  national  debt  levela,  and  related  economic 
problema  alao  continue  to  cauae  aignificant  concerna  over  the 
future  of  the  United  Statea  economy. 


THE  ECOjIOMIC  THBEAT 


Projected  growth  in  energy  dependency  poaea  a  aignificant 
economic  three,  to  the  United  Statea  and  ita  alliea.  Given  the 
continuing  Arab-Iarael i -Paleatinian  conflict  and  the  Iran-Iraq 
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War,  the  Middle  East  remains  a  volatile  area.  Superpower 
competition  And  religious  fundamentalism  in  the  apaa  do  nothing 
to  help  this  aituAtion.  A  oontinuoua  aupply  of  reasonably  priced 
Middle  Sab t APn  oil  ia  vital  to  tha  •cononio  health  of  f paa 
induatpial isad  nationa.  Any  intopruptiona  to  thia  flow  would 
paault  in  immediate  and  dip#  aconomic  conditions.  Pop  example, 

' tho  auddon  loaa  of  Fapaian  Qulf  oil  for  a  yaar  would  davaatata 
tha  world’*  aconomy  lika  no  avant  ainca  tha  Great  Dapraaaion  of 
tha  1030a.  Tha  Congressional  Budget  Offioa  haa  aatimatad  that  tha 
loaa  of  Saudi  Arabian  oil  for  a  yaar  would  coat  tho  Unitad  Stataa 
•272  billion,  incraaaa  unamp 1 oy man t  by  2  parcant  and  booat  our 
inflation  rata  by  20  parcant.  Tha  aconomic  coats  to  our  alliaa 
would  ba  avan  graatar.  Tha  loaa  of  all  Paraian  Qulf  oil  would  cut 
our  GMP  by  13  parcant;  Kuropa’a,  22  parcant;  and  Japan’a,  29 
parcant.  Evan  if  thaaa  aatimationa  ara  overstated,  tha  potential 
aconomic  thraata  thay  praaant  ara  claarly  terrifying.  *■  Tho 
affact  of  auch  oil  aupply  cutbacke  on  our  dafanaa  and  political 
intaraata  would  ba  equally  negative. 


CLOSING 

Tha  above  ramarka  provida  hiatoric  highlighta  of  our 
aconomic  ralationahipa  with  tha  oil  producing  sector  of  tha 
Middla  Eaat.  Thoughta  w ara  alao  offarad  concerning  tha 
aignificant  threat  that  dependence  on  Arab  oil  preaenta  to  world 
aconomic  atability.  Many  in  thia  country  faal  that  tho  Unitad 
3tataa  ahould  more  fully  recognise  its  vital  intaraata  in  tha 
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Middle  East  and  develop  a  port  coherent  strategy  for  oil  and 
energy  security.  The  remainder  of  this  paper  will  attempt  to 
further  analyze  these  issues  and  recommend  the  adoption  of 
national  economic  policies  that  support  our  economic  interests  in 
the  region. 
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CHAPTER  II 


AMERICAN  ECONOMIC  INTERESTS  IN  THE  MIDDLE  EAST 

The  people  of  the  United  States  hold  widely  divergent  views 
as  to  what  our  true  economic  interests  are  in  the  Middle  East. 
Many  Americans  believe  that  Middle  East  oil  imports  and 
commercial  relationships  nre  no  longer  important  and  feel  that 
market  forces  now  set  the  price  of  oil  in  the  international 
arena.  This  group  also  views  Arab  imports  as  a  small  fraction  of 
our  total  overseas  purchases.  As  a  majority  of  Americans  think  in 
this  manner,  their  elected  officials  in  Washington  pay  little 
attention  to  our  relations  with  the  Middle  East.1 

Another  group  of  Americans  agree  with  an  opinion  recently 
presented  by  Alsamarrai .  He  stated  that  'it  is  wrong  to  assume 
that  the  present  glut  of  oil  is  permanent  and  doubly  wrong  to 
believe  that  one  can  dispense  with  dependence  on  Arab  oil.  Under 
the  aura  of  plentiful  and  cheaper  oil,  the  temptation  is  strong 
to  treat  regional  problems  with  benign  neglect.  Nothing  could  be 
more  dangerous.*3 

The  author  of  this  paper  agrees  with  Alsamarrai  and  views 
the  following  as  the  primary  American  economic  interests  in  the 
Middle  East: 

*  Ensuring  the  region  as  a  market  for  our  goods,  services, 
and  technology. 
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*  Assured  »oc«ia  to  continuous  and  reasonably  priced  Middle 
East  petroleum  resources  for  the  United  States  and  its  allies. 

*  High  levels  of  Middle  East  capital  investments  in  the 
United  States. 

Each  of  these  interests  will  be  discussed  separately  in  the 
following  sections  of  the  chapter. 

ACCESS  TO  COMMERCIAL  AND  MILITARY  MARKETS  IN  THE  MIDDLE  EAST 

A  review  of  current  literature  indicates  that  existing 
political  policies  in  the  United  States  are  costing  the  nation 
numerous  opportunities  for  expanding  both  commercial  and  military 
trade  with  the  Middle  East.  Given  present  trade  deficits  and 
unemployment  in  America,  this  condition  cannot  be  ignored.  The 
Arab  market  is  still  large.  It  accounts  for  some  A30'-plus  billion 
a  year  in  exports  of  goods  and  services  from  the  United  States. 
This  amount  represents  10  to  12  percent  of  our  total  exports. 
About  three  million  American  jobs  are  supported  directly  or 
indirectly  by  our  trade  in  the  Middle  East.  On  the  surface,  it 
appears  that  all  is  well  in  terms  of  our  trade  with  the  Middle 
East.  Such  is  not  the  oase.  There  are  still  another  one  million 
Americans  who  have  lost  their  jobs  and  livelihoods  due  to 
politicization  of  our  trade  relations  with  the  Arab  world.  We  can 
measure  our  losses  by  comparing  American  exporters’  share  of  the 
Middle  East  market  with  our  share  of  export  markets  for  the 
entire  world.  In  this  regard,  America  currently  enjoys  about  IQ 
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percent  of  all  world  trade.*  Figure  2  Indicator  how  aoloctod 
Middlo  East  states  faro  against  this  standard. 


FIGURE  7 


U.S.  Sharo  of 
Middlo  East  Markots 

1883  -  1885 


Country _ 

Saudi  Arabia 
Algeria  -  - 
Iran  -  -  -  - 
Iraq  -  -  -  - 
Libya  -  -  - 
Syria  -  -  - 
Israol  -  -  - 
All  LDCs  -  - 


U.S.  Markot  Sharo 

. . 20X 

. OX 

. IX 

-------  ox 

. 3X 

. 4X 

. 10X 

.  -  -  15X 


Sourco:  Amor icon- Arab  Affairs,  No.  0,  Spring 
1880,  p.  13. 

Examples  of  our  trade  shortfalls  in  the  Middlo  East  are 
obvious.  Wo  have  captured  only  S100  million  of  Iran’s  SIS  billion 
annual  import  markot.  American  exports  to  Algoria,  Libya,  Syria, 
and  Iraq  are  also  low.  Those  and  other  countries  are  strongly 
opposed  to  our  curront  relationship  with  Israel.  As  a  direct 
consequence,  our  market  share  in  the  four  countries  mentioned 
above  is  reduced  by  about  44  billion  a  year.  This  equates  to  a 
loss  of  400,000  jobs  in  America..* 
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Me  are  also  losing  important  raarket  shares  in  the  military 
sales  arena.  For  example,  potential  t.rms  sales  to  Saudi  Arabia 
and  Jordan  totaling  *20  billion  have  been  lost  as  a  result  of 
political  opposition  to  these  weapons  transfers  in  the  United 
States.  The  Commerce  Department  has  estimated  that  the  loss  of 
these  sales  cost  America  500-600  thousand  jobs.*  It  is  important 
to  note  that  the  Israeli  lobby  in  America  strongly  opposed  these 
sales  and  undoubtedly  played  a  key  role  in  stopping  the  proposed 
arms  transfers.  The  controlled  sale  of  arms  to  moderate  states  in 
the  Middle  Bast  is  in  the  best  interest  of  the  United  States.  If 
we  don’t  supply  weapons  to  our  friends  in  this  region,  other 
nations,  including  our  allies,  will  be  more  than  happy  to  provide 
whatever  equipment  is  desired. 

There  are  numerous  other  examples  of  lost  trade 
opportunities  in  the  Middle  Bast,  but  those  mentioned  above 
clearly  illustrate  the  problem  at  hand.  Given  the  fact  that  our 
merchandise  trade  deficit  rose  to  *160  billion  or  4  percent  of 
our  GNP  in  1087,  the  aountry  must  increase  its  overseas  market 
shares.*  The  real  question  seems  to  be  how  long  will  America 
endure  these  losses  before  they  affect  our  relationships  and  our 
policies  toward  Israel. 

UMIMTKBBPPTKD  ACCESS  TO  BEASOMABLY  PRICED  MIDDLE  BAST  OIL 

Most  writers  agree  that  securing  a  continuous  flow  of 
reasonably  priced  oil  to  America  and  its  allies  is  our  only  vital 
economic  interest  in  the  Middle  East.  It  is  therefore  important 
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that  this  laaua  ba  reviewed  in  much  greeter  dataiX  than  that 
providad  in  tha  introduction  to  thia  papar .  Accordingly,  this 
•action  will  addreaa  our  incraaaing  damanda  for  Middla  Eaat  oil 
in  coming  yaara. 

Eatimataa  indicate  that  by  tha  and  of  thia  cantury,  demand 
for  Middla  Eaat  oil  will  grow  to  28  million  barrala  par  day.  Thia 
rapraaanta  a  50  paroant  jump  in  damand  aincc  1885  (aaa  Figure  3) . 
Given  tha  magnitude  of  thia  incraaaa,  it  ia  clear  that  tha  United 
Stataa  and  other  oil  importers  will  inevitably  turn  to  tha  Middla 
Eaat  to  aatiafy  their  future  petroleum  requirementa . T 

FIGURE  3 


FREE  WORLD  OIL  PRODUCTION 


Souroa:  U.S.  Department  of  Energy 
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‘During  1985,  Middle  East  producers  exported  11  Billion 
barrels  of  oil  a  day.  This  provided  about  half  of  the  total  oil 
imports  to  the  rest  of  the  world.  More  importantly,  they 
possessed  about  10  million  barrels  a  day  of  installed  but 
unutilised  production  capaoity,  about  85  percent  of  the  world’s 
total.  Outside  the  Middle  East,  there  may  be  a  million  and  a  half 
barrels  a  day  of  unutilised  capaoity  among  OPEC  members  and 
perhaps  200,000  barrels  a  day  among  the  non-members  of  OPEC. 
Similarly,  Middle  Eastern  exporters  possess  a  conservatively 
estimated  433  billion  barrels  of  proven  but  undeveloped  oil 
reserves,  which  represent  70  percent  of  the  free  world  total  (see 
Figures  4  and  5  for  specific  shares) .  So  what  do  all  these 
statistics  mean?  They  mean  that  when  demand  growth  exceeds  the 
unutilised  production  capacity  outside  of  the  Middle  East, 
something  less  than  2  million  barrels  a  day,  market  forces  will 
inexorably  direct  oil  buyers  and  those  seeking  imports  to  that  10 
million  barrels  a  day  of  unutilised  production  capacity  in  the 
Middle  East.  And  when,  somewhat  further  down  the  road,  that 
unutilised  production  capacity  is  used  up,  those  proven  but 
undeveloped  reserves  will  also  attract  the  attention  of  oil 
importers.  It  is  therefore  certain  that  the  importance  of  Middle 
East  oil  will  grow.'* 
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FIGURE  4 


Shares  of  Free-World  Oil  Reserves 
(as  of  January  1,  1987) 


SOURCE:  U.S.  Energy  Information  Administration 


FIGURE  5 

Shares  of  Surplus  Oil  Production 
Capacity  in  1986 


SOURCE:  U.S.  Energy  Information  Administration 
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Given  the  tbovt ,  the  quAdiion  becomes  what  will  Arab  oil 
exporting  nations  do  with  tha  supply  leverage  thoy  attain  by 
increased  world  dsmand  for  patrolsum  in  tha  futura.  Will  thay  usa 
this  naw  powar  in  a  oooparativa  or  confrontational  manner?  Only 
time  will  provida  an  answar  to  this  quastion.*  To  ansura 
contlnuad  access  to  Arab  oil  in  the  futura.  we  must  begin  now  to 
improva  our  relationships  with  tha  Arab  Middle  East.  Changes  to 
certain  of  our  policies  must  be  considered.  For  example,  wa 
should  work  to  balance  our  relationships  between  Israel  and  Arab 
states  in  tha  Middle  East.  Or  perhaps  wa  should  provida  more 
economic  and  security  assistance  to  tha  poorer  Arab  nations. 
Additional  thoughts  on  how  wa  might  modify  our  national  economic 
policies  to  secure  futura  energy  security  will  be  provided  in 
Chapter  IV. 

COMTIMUATIOM  OF  MIDDLE  EAST  I MVESTMKMTS  IM  THE  PMITED  STATES 

Many  individual  citizens  of  tha  United  States  and  certain  of 
our  political  leaders  are  concerned  over  the  high  level  of  Arab 
financial  investments  in  the  United  States.  The  majority  of  these 
fears  are  baaed  on  the  assumption  that  significant  investments 
will  allow  Middle  Eastern  states  to  exert  a  detrimental  influence 
over  our  business  entities  and  possibly  generate  financial 
disruptions  (e.g.,  short  notice  withdrawals  of  major  Middle  East 
deposits  in  our  banks,  large  scale  sales  of  American  stocks  and 
bonds  held  by  Arabs,  etc.).  Given  the  volume  of  media  coverage 
addressing  this  issue,  the  public  concerns  mentioned  above  are 


14 


not  surprising.  A  much  smaller  group  of  Asmricans,  this  author 
included,  views  Arab  investments  as  both  a  blessing  and  an 
important  economic  interest  o *  the  United  States.  The  resutinder 
of  this  chapter  will  examine  Arab  investments  in  the  United 
States  and  attempt  to  make  a  case  for  encouraging  and  enlarging 
these  capital  inflows. 

America  has  been  an  inviting  starket  for  overseas  investors 
since  the  late  1070s.  This  condition  was  fostered  by  the  relative 
safety  of  our  markets  and  the  fact  that  our  massive  deficit 
financing  requirements  produced  high  interest  rates  that 
attracted  external  entrepreneurs.  For  example,  'investors  from 
all  regions  of  the  world  he.1  i  *230  billion  in  publicly* owned 
Treasury  securities  in  108S.  These  holdings  financed  almost 
one-fifth  of  the  nation's  borrowing  requirements  for  that  year. 
The  Arab  investment  community  has  also  played  heavily  in  our 
Government  securities  markets  as  one  method  of  recycling  their 
reserves  of  petrodollars.  In  1082,  Aral;  investors  held  S42 
billior  or  5.8  percent  of  all  our  Government  securities.  The 
Treasury  undoubtedly  welcomed  these  investments  as  a  valuable 
means  to  finance  our  growing  deficits.*10 

Middle  Bast  interest  in  our  financial  markets  goes  far 
beyond  Treasury  securities.  They  also  invest  considerable  amounts 
in  American  sorporations .  In  1083,  the  world's  major  oil 
exporters  held  S14  billion  in  American  corporate  stocks  and 
bonds.  At  the  same  time,  they  placed  *17  billion  in  American  bank 
deposits  and  were  active  participants  in  our  real  estate 
markets.11  There  and  other  investments  work  to  stimulate  our 
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economy  and  provide  jobs  and  business  opportunities  for  the 
American  workforce.  Arab  investments  have  also  provided  vital 
oash  liquidity  to  our  banking  system  that  is  still  suffering  from 
non-performing  loans  granted  to  corporations  and  developing 
countries . 

Determining  the  total  value  of  Middle  East  foreign 
investments  is  a  very  difficult  task.  Current  economic  statistics 
for  the  region  are  hard  to  come  by  and  'errors  and  omissions*  are 
common.  Qiven  this  limitation,  records  of  the  U.S.  Treasury 
indicate  that  major  oil  produoers  in  the  Middle  last  accumulated 
•240  billion  in  total  foreign  investments  placed  throughout  the 
world  during  the  period  1073-84.  This  amount  fell  to  §209  billion 
in  1089  as  declining  oil  prices  and  Arab  domestic  needs  decreased 
investments  in  foreign  markets.1* 

As  indicated  in  Figure  8,  offiolal  Treasury  estimates  of 
Middle  Eastern  Investments  in  the  United  States  totaled  *80 
billion  in  1088.  After  this  amount  la  adjusted  for  unrecorded 
capital  flows  into  Asmrica  that  are  not  included  in  Treasury 
statistics,  it  is  estimated  that  Arab  investments  in  America  were 
•70-79  billion.  This  amount  represents  a  significant  decline  from 
a  similarly  adjusted  total  of  S100-109  billion  for  1082. The 
major  cause  of  this  decline  was  the  falling  pr:i.ce  of  oil  on  the 
world  markets  and  Arab  needs  for  domestic  investments.  This 
adverse  trend  will  continue  as  long  as  world  oil  prices  remain  at 
their  current  depressed  levels. 
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figure  e 


74  77  80  83  80 


Source:  U.S.  Deparemnts  of  Treasury  and  Coamerce 
•  Organisation  of  Arab  Petroleum  Exporting  Countries 

Do  Arab  investments  ourrently  have  the  potential  to  cause 
economic  disruptions  in  this  country?  This  author  feels  that  ’no' 
is  the  appropriate  answer  to  this  question.  Arguments  that 
support  this  response  are  as  follows.  Total  Arab  investments  in 
the  United  States  pale  in  sise  when  compared  to  America’s  massive 
QNP  of  84. 2  trillion.  More  specifically.  Middle  East  investors 
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held  leaa  than  1  percent  of  tha  *1.73  trillion  total  valua  of 
•tocka  iaauad  by  our  oorporationa .  Comparialona  of  a  aimilar 
magnitude  oould  ba  providad  for  Arab  invaatmanta  in  Aamrioan 
banka  and  Federal  aaouritiaa.  Zt  ahould  alao  ba  notad  that  Middla 
Kaatarn  atataa  raraly  make  majority  invaatmanta  in  any  ona  firm 
and  do  not  hava  aignif leant  finanoial  oontrol  ovar  tha  energy  or 
dafanaa  aaotora  of  tha  Aawrican  economy.** 

In  auamary,  Middla  Baat  invaatmanta,  though  oonaidarabla  in 
aisa,  uoaa  no  aarioua  thraat  to  Aamr loan  commercial  intaraata, 
_j»d  It  mould  ba  diif.toult  to  manipulate  thaaa  holdlnga  in  a 
manner  that  mould  reault  in  major  finanoial  diaruptiona  in  tha 
Unitad  Stataa.1* 


C LOS IMP 

Tha  information  providad  in  thia  aaotion  atrongly  auggaata 
that  tha  faara  of  tha  Amarlcan  public  ooncarning  Arab  invaatmanta 
in  our  country  ara  unfounded.  Middla  laat  capital  placed  in  thia 
country  aince  tha  1070a  haa  helped  tha  country  through  a 
difficult  economic  ara.  Continued  Arab  invaatmanta  in  tha  Unitad 
Stataa  ara  beneficial  to  Middla  Saat  and  American  intaraata. 
They  ahould  definitely  ba  expanded. 
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CHAPTER  III 


CHALLENGES  TO  UNITED  STATES  ECONOMIC  INTERESTS 
IN  THE  MIDDLE  EAST 

The  United  States  is  currently  faced  with  many  political  and 
economic  problems  that  limit  our  ability  to  protect  and  promote 
our  interests  in  the  Middle  East.  Our  special  relationship  with 
Israel,  declining  security  assistance  budgets,  and  instability  in 
the  region  are  examples  of  our  major  economic  challenges.  There 
are  no  short-term  solutions  to  such  difficulties.  These  and 
related  problems  will  continue  to  challenge  the  political  and 
economic  leaders  of  the  nation  for  many  years  to  come.  The 
following  paragraphs  will  identify  the  major  challenges  that 
affect  our  economic  interests.  Strategies  and  courses  of  action 
that  night  be  implemented  to  accomodate  our  Middle  East  economic 
interests  will  be  discussed  in  the  following  chapter. 

LOSS  OF  WEALTH  ASSOCIATED  WITH  REGIONAL  INSTABILITY 


No  region  rt  the  world  can  match  the  Middle  East  for 
conflict  and  instability.  The  Iran-Iraq  war,  conflict  in  the 
Western  Sahara,  the  clash  between  Libya  and  Chad,  conflict  in  the 
Gulf,  the  continuing  Israeli-Arab  clash,  and  the  Palistinian 
issues  are  all  problems  that  seem  to  defy  resolution.  As  is 
always  the  case,  political  instability  and  conflict  invites 
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economic  disorder.  Continuation  of  this  strife  is  costing 
billions  and  diminishing  chances  for  accomplishing  our  economic 
objectives.  It  is  estimated  that  markets  and  other  business 
opportunities  lost  due  to  conflict  in  the  Middle  East  cost  the 
United  States  hundreds  of  thousands  of  jobs  each  year.  In 
Lebanon,  an  estimated  750,000  citizens  with  professional  skills 
have  left  the  country  and  industry  is  operating  at  40  percent  of 
capacity.  Iran  has  experienced  financial  losses  of  *309  billion 
during  the  Gulf  War.*  The  spread  of  fundamental  religious 
movements  and  growing  debt  levels  in  certain  states  of  the  region 
also  pose  considerable  political  threats  to  moderate  Arab  states. 
Economies  in  the  United  States  and  the  Middle  East  will  continue 
to  operate  at  less  than  optimal  levels  until  such  time  as 
conflict  in  the  region  is  brought  under  control.  No  end  is  in 
sight . 


SPECIAL  RELATIONSHIPS  WITH  ISRAEL 


Our  economic  and  political  connections  with  Israel,  as  well 
as  the  power  of  the  Jewish  lobby  in  the  United  States,  limit  our 
ability  to  maintain  equitable  economic  relations  with  many  states 
in  the  region.  Israel  is  the  major  recipient  of  our  declining 
security  assistance  aid  and  relies  heavily  on  arms  supplied  by 
the  United  States  to  ensure  its  national  survival.  Despite  strong 
encouragement  from  the  United  States,  the  Israelis  still  refuse 
to  come  to  grips  with  the  Palestinian  problem.  We  have  endured 
'the  U.S.S.  Liberty'  incident  and  Israeli  covert  intelligence 
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operations  within  our  government.  Given  the  above,  ‘we  continue 
to  defend  even  Israel’s  most  outrageous  actions  from  censure  or 
sanction  in  the  United  Nations.*9  Adjustments  to  our  political 
relationships  with  Israel  are  obviously  necessary. 

FREE  RIGHTS  OF  PASSAGE  IN  MARITIME  SLOCs 

Since  the  beginning  of  trade  relationships  between  the 
various  states  of  the  world,  the  strategic  lines  of  communication 
(SLOCs)  located  in  the  Middle  East  have  been  important  commercial 
routes.  These  passages  include  the  Suez  Canal,  the  Straits  of 
Gibraltar,  Bab-El -Mandeb ,  the  Straits  of  Hormuz,  and  other 
strategic  waterways.  It  is  vital  that  free  rights  of  passage  be 
maintained.  Continuation  of  free  passage  has  been  challenged  by 
both  combatants  in  the  Gulf  conflict.  The  economies  of  Western 
Europe  and  Japan,  our  primary  trading  partners,  are  heavily 
dependent  on  oil  imports  that  pass  through  these  waterways.  The 
United  States  must  continue  the  dangerous  business  of  using  its 
naval  power  to  guarantee  free  passage.  The  prolonged  closure  of 
any  of  the  primary  SLOCs  would  be  an  economic  disastor  for  the 
free  industrial  nations  of  the  world. 

THE  NEED  FOR  MIDDLE  EAST  OIL 

This  ia  a  bottom-line  issue.  As  stated  above,  the  economies 
of  allies,  and  to  a  certain  extent  our  own,  depend  heavily  on 
continuous  availability  of  Middle  East  oil.  The  states  of  the 
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region  are  aware  of  thie  dependence.  Accordingly,  our  economic 
power  and  leverage  in  the  Middle  East  are  reduced. 

POOR  IMAGE  AMD  CREDITABILITY  OF  THE  UMITED  STATES 

We  are  viewed  ae  a  nation  that  ia  primarily  intereated  in 
the  regional  oil  reaourcea  ae  oppoaed  to  the  welfare,  security, 
and  human  righta  of  the  Araba .  Our  obvioua  biae  toward  larael  ia 
another  atumbling  block  that  limite  our  ability  to  foater  our 
economic  intereata  in  the  area.  The  political  folly  of  reoent 
clandestine  arms  sales  to  Iran  has  caused  aerioua  and  perhaps 
permanent  damage  to  our  credibility  throughout  the  Middle  East. 
To  put  it  bluntly,  our  ‘moral  authority*  to  act  in  affairs  of  the 
region  has  declined. 


DECLINING  SECURITY  ASSISTANCE  PROGRAMS 

The  Congress  has  severely  curtailed  the  funding  allocated 
for  security  assistance  programs  during  the  past  two  fiscal  years 
(see  Figure  7).  Though  small  in  size,  these  programs  have  proven 
to  be  cost-effective  in  terms  of  supporting  our  political 
objectives.  ‘Security  assistance  aid  to  Egypt  and  Israel 
increased  from  *2.7  billion  in  1080  to  *5.1  billion  in  1087.  This 
increase  accounts  for  almost  one  half  of  the  total  growth  in  the 
United  States  foreign  aid  program.**  The  deficit  reduction 
proposals  in  the  Gramm- Rudman  Act  will  make  further  cuts  in 
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security  assistance  programs.  This  and  othar  foreign  aid 
reductions  tarnish  our  image  in  the  region  and  reduce  our 
ability  to  provide  economic  help  to  the  poorer  countries  in  the 
Middle  Cast. 


FIGURE  7 


U.S.  FOREIGN  AID  BUDGET  AUTHORITY.  1980-1087* 
(in  millions  of  dollars) 


1980 


DEVELOPMENT 

Multilateral 

Development  Banks  2.308 

International 

Organisations  260 

AID  1,590 

PL-480  880 

Other  483 

Offsetting  Receipts  -290 


Total  5,237 

SECURITY 

Military  Assistance 

Program  110 

Foreign  Military 

Sales  2,095 

ESF  1,942 

Other  291 

Offsetting  Receipts  -  33 


Total  4,405 

GRAND  TOTAL  9,042 


1932 

1984 

1985 

1980 

1987 

1,262 

1,324 

1,548 

1  , 143 

949 

315 

315 

359 

201 

237 

1,847 

2,013 

2,492 

2,020 

2,060 

1,000 

1,377 

1,904 

1,243 

1,083 

589 

533 

012 

544 

.089 

-301 

-493 

-479 

-457 

-583 

4,552 

5,009 

0,490 

4,700 

4,441 

179 

712 

805 

798 

PCO 

3,883 

2,919 

221 

-199 

4,818 
3,389 
110 
-  80 

0,023 
0,100 
214 
-  71 

4,947 
3,762 
95 
-  56 

4,040 
3,000 
56 
-  70 

7,003 

8,943 

13,731 

9,544 

8,520 

1,555 

14,012 

20,227 

14,304 

12,961 

Security  Assistance 

(as  X  of  total)  46X  01X  04X  68X  07X  60X 


*Fi guF sb  for  FY  1960-FY  1980  are  actual;  FY  1987  are  estimates. 
Source:  Office  of  Management  and  Budget,  BudSet  of  the  U.S. 

Government 
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AMEEICAM  PUBLIC  OPIMIOM 


Moat  Americans  possess  only  11ml tod  knowledge  of  the  Middle 
East  and  its  problems.  Thoy  i\re  not  concerned  about  future  energy 
••ourity  and  ara  unaw&ra  of  tha  fact  that  our  oil  dapandancy  will 
lncraaaa  in  tha  futura.  Unquaationad  support  of  Xsraal  is  common, 
divan  this  lack  of  public  intarast  and  understanding ,  mambars  of 
Congrass i  whan  facad  with  issuas  concarning  tha  Middla  East,  saam 
to  ba  mora  influancad  by  tha  Xsraal i  lobby  than  by  an  objactiva 
appraisal  of  Amor lean  intarasts  in  tha  ragion. 


CLOSING 


This  chaptar  has  outlinad  what  this  author  oonsidars  to  ba 
tha  major  challangas  or  factors  that  limit  our  ability  to 
accomodata  our  economic  intarasts  in  tha  Middla  East.  Whan  those 
factors  ara  combined  with  our  political,  dafansa,  and  ideological 
challangas  in  tha  ragion,  they  present  formidable  obstacles  that 
reduce  tha  ability  of  our  leaders  to  accomplish  our  national 
objectives  in  tha  Arab  world.  The  challangas  listed  above  ware 
fully  considered  by  this  author  whan  formulating  tha  recommended 
economic  policies  and  strategies  that  ara  presented  in  tha 
following  chapter.4 
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CHAPTER  IV 


CONCLUSIONS  AND  RECOMMENDED 
ECONOMIC  POLICIES  AND  STRATEGIES 
FOR  THE  MIDDLE  EAST 

CONCLUSIONS 

Previous  chapters  in  this  study  examined  our  vital  economic 
interests  in  the  Middle  East  and  reviewed  the  factors  that  lessen 
our  ability  to  pursue  our  interests  in  the  region.  Consideration 

of  the  information  developed  earlier  in  this  review  has  led  to 

the  f o' lowing  conclusions. 

*  America  and  its  allies,  most  notably  Japan  and  Weatern 

Et.  .  :  i,  will  increase  their  demands  for  a  continuous  supply  of 

rear  \bly  priced  Middle  East  oil  in  the  future. 

«  Increased  dependence  on  Arab  oil  presents  a  threat  to  the 
energy  ecurity  of  the  United  States  and  its  allies. 

v  Middle  East  Investments  in  the  United  States  have  a 
positive  Influence  on  the  American  economy  and  growth  of  these 
capital  inflows  should  be  encouraged. 

«  American  political  policies  hurt  our  image  and  limit  our 
ability  to  pursue  our  national  interests  in  the  Middle  East. 

*  The  politicisation  of  United  States  trade  policies  in  the 
Arab  world  reduces  America’s  commercial  market  shares  in  the 
region. 
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*  Conflict  and  strife  in  the  Middle  Beat  produce 
significant  economic  loaaea  for  both  the  United  Stetea  end  the 
Arab  world. 

*  Congressional  reductions  to  both  security  eaaiatence 
programs  end  the  American  foreign  affairs  budget  diminish  the 
ability  of  the  United  States  to  support  its  interests  in  the 
Middle  Bast. 

*  American  policies  toward  Israel  must  be  adjusted  to 
refloct  these  realities. 

These  conclusions  pose  formidable  challenges  for  American 
leaders  charged  with  the  responsibility  for  the  development  of 
our  national  economic  policies  and  strategies  for  the  Middle 
Bast,  These  matters  will  be  discussed  in  the  following  section. 

RECOMMENDED  ECONOMIC  POLICIES  AMD  STRATEGIES 

American  political  involvement  in  the  Middle  East  has  been  a 
relatively  recent  phenomenon.  We  became  involved  only  after  the 
conclusion  of  World  War  II.  Before  that  time,  our  political 
relationships  had  been  limited  to  commercial  connections  that  had 
been  developed  in  the  1800s.*  By  the  late  1940s,  we  had  developed 
strong  interests  in  Middle  East  affairs  with  regard  to  the  then 
expanding  Arab-Israeli  conflict.  These  interests  would  continue 
to  grow  during  the  next  two  decades.  It  took  the  oil  shocks  of 
the  1970s,  however,  to  focus  public  attention  on  Arab 
perspectives  in  the  region.  America  has  often  been  criticised  for 
the  shortfalls  of  our  recent  policies  and  strategies  in  the  Arab 
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world.  Many  of  tho  criticisms  are  wall  (oundad.  Our  polialaa  hava 
not  always  aupportad  our  vital  intaraata  in  tha  region.  Changes 
to  our  eeonomio  atratagiaa  for  tha  ragion  ara  certainly  in  ordar. 
Tha  remainder  of  thia  papar  providaa  thia  author ‘a  viawa  aa  to 
what  would  ba  a  coherent  aat  of  economic  policiaa  for  tha  Middla 
Kaat.  It  ia  fully  undaratood  that  cartain  of  tha  recommendations 
may  not  ba  politically  faaaibla.  Othara  may  taka  yaara  to 
implamant . • 


STABILITY  INITIATIVES 

«  Tha  praaanca  of  Unitad  Stataa  naval  forcaa  in  tha  ragion 
mu a t  ba  continued  to  inaura  fraa  paaaaga  in  tha  SLOCa.  Our 
'neutral*  atatua  aa  far  aa  tha  Qulf  criaia  ia  concerned  ahould  ba 
maintained. 

*  America  ahould  continu<  encouraging  tha  nationa  of  tha 
world  to  aupport  U.H.  Security  Council  Raaolution  588  calling  for 
a  cease  fire  in  tha  Gulf  conflict  and  limiting  arms  shipments  to 
tha  ragion. 

«  Tha  United  States  uust  revise  its  Middle  East  policies  in 
a  manner  that  will  insure  equitable  relationships  batwaap/  Israel 
and  moderate  Arab  states  of  the  ragion.  Our  one-sided  approach 
cannot  ba  continued  if  wa  ara  to  hava  creditability  in  tha  Middla 
East. 

*  America  must  work  with  the  IMF  and  other  nationa  to 
improve  economic  conditions  and  reduce  debt  levels  that  causa 
instability  in  tha  poorer  countries  in  the  Middla  East.  American 
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backing  for  rescheduling  of  international  debt  in  the  lesser 
developed  countries  of  the  region  would  also  be  appropriate. 

*  America  should  take  the  lead  in  efforts  to  convene  an 
International  conference  to  address  peace  and  stability  issues 
for  the  Middle  last.  Our  primary  interests  at  the  proposed 
conference  would  be  to  seek  resolution  of  the  Palestinian  issue 
by  attempting  to  have  the  West  Bank  and  the  Qama  Strip 
established  as  a  Palestinian  homeland.  Promotion  of  improved 
relations  between  Israel  and  the  Arab  world  would  also  be  an 
objective.  These  issues  are  central  to  resolution  of  other  issue? 
facing  the  region. 


EMERQY  SELF-SUFFICIENCY 

*  The  United  States  must  improve  incentives  for  domestic 
oil  exploration  and  production.  Oil  depletion  allowances  should 
be  continued.  Investment  credits  on  tax  returns  would  also  be 
recommended . 

«  America  must  continue  to  distribute  its  oil  purchases 
throughout  the  world  to  minimise  dependence  on  Arab  petroleum 
imports.  It  is  recognised  that  this  approach  is  limited  by  the 
fact  that  sx^st  of  the  world's  petroleum  reserves  and  production 
capacity  are  located  in  the  Middle  East. 

«  Conservation  of  energy  resources  should  be  a  high 
priority  national  objective.  Individual  tax  incentives  for  energy 
saving  investments  should  be  continued.  The  taxing  of  imports  or 
domestic  gasoline  sales  must  be  considered. 
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*  The  United  States  should  provide  incentives  to 
corporations  and  individuals  that  develop  and  use  alternative 
energy  sources.  We  have  only  scratched  the  surface  in  this  area. 
Improved  safety  for  nuclear  power  stations  aust  be  fostered  and 
utilisation  of  this  source  of  energy  should  be  continued. 

«  The  Strategic  Petroleua  Reserve  aust  continue  to  be 
enlarged  to  reduce  the  dangers  associated  with  interruptions  to 
oil  inports.  Though  this  reserve  continues  to  grow  in  site,  its 
ability  to  sustain  our  needs  during  eaergencies  is  declining  due 
to  rising  rates  of  energy  consuaption  in  the  United  States. 

«  The  American  public  aust  be  made  aware  of  the  inportance 
of  our  economic  interests  in  the  Middle  last. 

MIDDLE  EAST  IHVKSTMRHTS  AMD  MARKETS 

*  The  nation  must  improve  economic  relations  with  all 
states  in  the  region  and  provide  economic  incentives  for  trading 
with  the  United  States.  Awarding  ‘most  favored  nation*  trading 
status  for  moderate  Arab  states  would  be  recosssended . 

«  America  must  neither  support  nor  encourage  protectionist 
trade  legislation  that  might  limit  commerce  with  the  Middle  East 
and  the  rest  of  the  world.  Tariff  barriers  should  be  removed 
whenever  possible. 

«  The  United  States  must  encourage  American  corporations  to 
initiate  cooperative  business  ventures  in  the  Middle  East. 
Enhanced  tax  credits  for  overseas  earnings  would  also  be 
appropriate . 
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•  Arab  inv«atMnt«  in  AMrioa  should  bo  encouraged  oo  o 
Mono  to  lnorease  economic  ootivity  and  finanoo  our  trado  and 
budgot  dofloita.  Thia  la  aaaontlal. 

•  Arms  aaloa  to  moderate  atatoa  in  tho  roglon  should  bo 
onoouragod.  Suoh  tranators  provide  employment  opportunitioa  in 
AaMrioa  and  roduoo  tho  por  unit  ooat  of  equipment  uaod  by  both 
Arab  and  Aamrican  military  forooa. 

SICTOITT  ASS18TAMCK  FKOQKAIfl 

»  Tho  Congroaa  must  support  much  noodod  inoroaaoa  to  tho 
foroign  affairs  budgot  and  rolatod  aoourity  assistance  programs. 
Rocont  funding  cuts  in  those  areas  are  reducing  our  ability  to 
promote  defense  cbjeatives. 

«  Security  assistance  programs  must  be  redistributed  in  a 
more  equitable  fashion.  We  can  no  longer  afford  to  provide  the 
majority  of  our  security  assistance  to  Kgypt  and  Israel  while 
ignoring  the  poorer  states  in  the  region. 

CLOSIMQ 

The  policies  discussed  above  would  serve  only  as  a  start 
toward  achieving  our  economic  interests  and  improving  our  overall 
relations  in  the  Middle  East.  Even  if  implemented  immediately, 
the  recommended  strategies  would  not  work  wonders.  The  military 
and  political  confrontations  in  the  region  are  much  to  complex 
for  quick-fix  solutions.  When  these  problems  are  compounded  by 
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aggreealve  rellgloue  fundamental lam  and  social  diaordara,  oi>a 
muet  cartalnly  Chink  thara  ara  no  dlacernible  aolutiona  Co  tha 
dlffioultlee  baing  axparianead  in  tha  Arab  world.*  Nevertheleaa , 
tha  United  Stataa  muet  oontinua  to  work  toward  ragaining  ita 
pravioua  politieal  atatura  in  tha  ragion.  Aa  tha  laadar  of  tha 
waatarn  world,  wa  auat  ranaw  our  afforta  to  aaaiat  tha  Middle 
Kaat  in  aolving  tha  enoraoua  problaaa  that  ara  plaguing  that 
ragion.  Wa  cannot  afford  to  do  laaa.  Tha  atakaa  in  tha  Arab  world 
ara  much  too  high  for  polioiaa  of  banign  naglact. 
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